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AN HISTORICAL STUDY OF LAW'S SYSTEM. 

II. 

In the spring of 1719, shares in the Company of the 
West, although higher than billets d'Stat in the market, 
were still at a discount in current money. It was at this 
time that Law introduced into the French market deal- 
ings in futures, or, as such transactions were termed by 
the speculators, bargains in primes. We obtain exact in- 
formation as to the character of these bargains through 
the language used in a subsequent decree,* in which they 
were defined as follows : " Agreements to furnish or re- 
ceive at a given date shares, subscriptions, or polices f of 
the said company." Law's first transaction of this sort 
was patterned after similar dealings, with which the 
brokers in London had for many years been familiar.^ 
It was, however, made in so absurd a manner that its evi- 
dent purpose was to attract attention. He purchased the 
right to call for two hundred shares of the stock at par 
six months after date. Instead of paying a moderate 
sum for the privilege, he is said to have paid 40,000 
livres down, which was to be forfeited, if he did not take 

* Decree of February 11, 1720. Duhautehamp, t. vi., p. 21. 

t Polices were issued, as the quotation in the text shows, by the company,, 
and were nearly the equivalent of primes. 

tin 1692, John Houghton, F.E.S., began the publication of a series of 
miscellaneous papers. A reprint from these papers, in three volumes, entitled 
Husbandry and Trade Improved, was edited by Professor Richard Bradley of 
Cambridge University in 1727. In No. 100, issued June 29, 1694, Houghton 
gives the form of a contract for a "refuse" of shares : this was practically a 
" call." No. 101, July 6, 1694, has for its substance " the manner of putting 
stock." " They give many guineas to some to have liberty to put upon them ; 
that is, to make them take, and pay the money agreed for so many shares, at 
such a price, in such a time." Under the phrase, " the great mystery of buy- 
ing more than all," explained in No. 102, July 13, 1694, we recognize the mod- 
em " corner." 
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the stock at the given time. Law's confidence that he 
could by such means stimulate a speculative movement 
in the stock of his company at once met with a response. 
Before his contracts matured, the stock had reached a 
price of ten times its par value. 

It is not to be supposed that Law rested his faith solely 
upon the effect of the " calls " which he had purchased. 
He had already secured for his company the management 
of the colony of Louisiana, the monopoly of its trade and 
of the beaver trade in Canada, the tobacco farm, and the 
privileges of the Company of Senegal. It had at that 
time been determined to annul the grants of the Company 
of the East Indies and the China Company, and to confer 
the privileges and monopolies which they had enjoyed 
upon the Company of the West.* In May, 1719,f an 
edict was issued announcing the union of these companies, 
by means of which, as was stated in the preamble, a com- 
merce which extended to the four quarters of the globe 
was united under a single control. To place the Com- 
pany of the West in a position to satisfy the creditors of 
the two old companies, as well as to furnish funds for 
commercial transactions, it was authorized to issue, at ten 
per cent, premium, fifty thousand shares, of the par value 
of 600 livres. The premium was payable in cash at the 
time of subscription, and the principal of each share was 

* Tlie upward movement of the market was assisted by stories of the dis- 
covery of mineral wealth in Louisiana, which were from time to time spread 
upon the market. Laeretelle (t. i., p. 272) says : " They paid for the lies of 
impudent travellers who affirmed the existence of mines discovered on the 
Upper Mississippi. They did more : they brought to the mint ingots which, 
they said, were brought from the mines, and declared that they assayed more 
than the mines of Peru." Such stories had especial weight at this time, but 
the eagerness of the French to discover minerals in the valley of the Missis- 
sippi was not limited to the time when the company was in power. They 
neglected agriculture, and eagerly sought for mines during the entire period 
of their occupation. The credulity of the French public was, however, espe- 
cially open to deception at this time. Levasseur (p. 154) collates a number of 
anecdotes showing this. 

t Duhautchamp, t. v., p. 191. 



422 QUABTEBLY JOUBNAL OF ECONOMICS 

to be paid in twenty equal monthly payments, all pay- 
ments being required in current coin. The name of the 
company was changed to " The Company of the Indies." 
This edict was delivered to the Parliament May 23, 
1719 ; * but its execution was deferred until the 17th of 
June, in consequence of the failure of the Parliament to 
register it. At that date, the edict was put in force by 
decree of council, notwithstanding all opposition. Three 
days later,! a new decree was issued, from which it ap- 
pears that, when the price of shares was fixed at ten per 
cent, premium, they were not worth par in the market ; 
but, even before the edict was published, old shares had 
risen to one hundred and thirty, and the desire for new 
shares was so great that subscriptions were offered for 
more than 50,000,000 livres. It was therefore required 
that every subscriber should be the owner of four of the 
old shares, in order to subscribe for one of the new. This 
limitation of the right to subscribe suggested to the spec- 
ulators the names by which they distinguished the two 
issues. The old shares were termed mires, the new were 
called fiUes. 

By this ingenious device, the furor for shares, which 
by the middle of June, 1719, was fairly under way, was 
stimulated, although the rise which had already taken 
place and the pressure for the new shares showed that 
a check was needed rather than a spur. Even upon 
Levasseur's interpretation of the edict, that the first 
monthly payment as well as the premium had to be paid 
before any certificate or evidence of title was issued, 
only 75 livres had to be paid down for a right in a 
stock, which was rising so rapidly in the market that 
there was no risk whatever that the penalty of forfeiture 
would be enforced against the initial payment ; for, if the 
subscriber should find himself unable to meet the monthly 
instalments, he could at any rate sell his right for an 

* Duhautchamp, t. v., p. 204. t Ibid., t. v., p. 207. 
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advance. In an edict issued Jiily 27,* the time for mak- 
ing the first payment on these subscriptions was extended 
to September 1, from which it would seem that rights 
had been secured by merely paying the ten per cent. 
premium. Evidently, such rights were in the hands of 
persons whom it was desirable to protect. 

It had been announced April 22, 1719,t that 110,000,- 
000 livres in bank-notes were enough for trade ; but, on 
the 10th f of June, 50,000,000 livres were added, appar- 
ently in preparation for an impending increase of de- 
mand. The rapid transactions which now daily took 
place in stocks and contracts for future deliveries gave 
bank-notes that preference over coin which Law had pre- 
dicted. While coin was thus being attracted to the bank, 
and dealers were becoming accustomed to the use of 
notes in the street, Law was not content with merely con- 
trolling what coin there was in France. He cast longing 
eyes at the piastres which circulated in the miserable 
colony of Louisiana. To extend the circulation of the 
notes and to bring in the piastres to the bank, 25,000,000 
livres in notes were loaned the company on the 16th of 
July, 1719,§ which were to be used for the purpose of 
transporting to France the products of the colony and 
the coin which circulated there. Piastres were to be re- 
deemed at the mint, without charge for coinage. 

To complete the monopoly of maritime privileges with 
which the company had been endowed, the privileges of 
the Company of Africa to the exclusive rights of trade 
with the Barbary States were added by a decree issued 
June 4, 171 9. II The profits of the mint for a term of nine 
years were also ceded on the 25th of July,** the company 

* Duhautchamp, t. v., p. 222, art. vi. 

t-Ziid., t. v., p. 182, including 10,000,000 to replace indorsed notes. See 
art. ii. 

tibid., t. v., p. 202. § Ibid., t. v., p. 211. 

II Encyclopidie MModique, " Commerce," i., p. 564. 
** Dnhautchamp, t. v., p. 215. 
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agreeing to pay for the same 60,000,000 livres in fifteen, 
monthly payments ; and offices of the bank were ordered 
to be opened in every city in which there was a mint.* 

It has been positively asserted that about this time 
an organized attempt was made to cripple the system by 
the sudden and unexpected presentation for redemption 
of bank-notes amounting to several millions of livres, and 
that the effects were warded off by a diminution, made by 
the decree of 26th of July, 1719,1 reducing the louis d'or 
to 34 livres. To escape loss, the conspirators converted 
their coin, which they had withdrawn, back into notes. 
In the preamble to the decree ordering the diminution, 
reference is made to one ordered May 7, 1719. Forbon- 
nais discredits the alleged reason for the decree of July, 
and is disposed to regard the successive diminutions as a 
portion of the system itself (designed to keep coin in the 
vaults of the bank) rather than a specific attempt to de- 
feat a combination against the system.:}: 

* The grant of the profits of the mint was justly regarded as a valuable 
concession to the company, and at once affected the price of shares. Many 
market quotations are scattered through the pages of the work entitled M4- 
moires de la Rigence, etc., k La Haye, 1723 (attributed to the CheTalier de 
Piossens). This work may have furnished Fantin des Odoards some of his 
quotations. The author (t. ii., p. 322) says the decree concerning the mint was 
published July 29, and shares immediately rose to 350. The 31st, they ranged 
from 400 to 450. August 1, they were at 450, and the 2d and 3d at 465. Primes 
for October 1 were sold at the same time at the rate of 600 livres. 

The market on the 3d of August declined, but rallied again on the 4th, and 
by the 18th had reached 630. The market, although on the whole buoyant, 
was evidently sensitive ; and we have evidence that speculators for a decline 
used methods which many have supposed were of more modem invention. 
Thus, from a pamphlet entitled A Full and Impartial Account of the Company 
of Mississippi, published in London, 1720, we learn (p. 7) that about this time 
shares fell " only upon the news of Mr. Law's being taken with a slight indis- 
position." 

t Duhautchamp, t. v., p. 219. Any person desirous of following the 
changes of the coin during the years 1719 and 1720 will find them given in a 
table in Levasseur, Appendix H., p. 398. 

J: By a decree of council, dated July 8, 1719, we learn that there were 
outstanding at that time a few of the crown notes. I have, in a previous 
note, called attention to the fact that the statement was made in one of the 
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On the 25tli of July,* the same day that the diminution 
was ordered, 240,000,000 livres in new notes were issued, 
bringing the total issue of bank-notes up to 400,000,000 
livres. Two days later, a third issue of shares was au- 
thorized.! To the two hundred and fifty thousand shares, 
comprising the original capital and the issue made when 
the Companies of the East Indies and China were ab- 
sorbed, fifty thousand additional shares were now to be 
issued, to pay for the privilege of the coinage. The par 
value of these new shares was, like the others, 500 livres ; 
but the subscription price was raised to 1,000 livres, to be 
paid in twenty equal monthly payments, and the sub- 
scriber for a new share was required to own five shares 
of stock of previous issue. It was also announced that 
dividends would be paid upon the stock at the rate of 
twelve per cent, per annum. This announcement has 
provoked much discussion. It has been contended by 
the opponents of Law that a company which had for 
working capital only the 4,000,000 livres from the rentes 
for the year 1717 and the 27,500,000 livres arising from 
the sale of the filles, the payment of the greater part 
of which was still in the future, was in no condition to 
promise dividends, which, when the whole of the stock 
should be paid in full, would amount to 18,000,000 livres 
per annum. The 4,000,000 livres per annum from the 
rentes was a fixed income ; but the estimated profits from 
the tobacco farm, from the coinage, and especially from 
the commercial companies, made up a set of doubtful items, 
which could be marshalled so as to prove either side of the 
case. It is probable, however, that the announcement of 
the twelve per cent, dividend, although made for the pur- 
decrees that none of them had been issued by the Royal Bank. The decree 
of July 8 states that the greater part of the crown notes had already been 
converted into livres tournois. It was therefore ordered that outstanding notes 
of this description should be presented for redemption within three months. 
Duhautchanip, t. v., p. 210. 

*Duhautehamp, t, vi., p. 200, Statement. t Ibid,, t. v., p. 222. 
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pose of stimulating trade in shares, was founded upon a 
belief that the promise could be redeemed from the legiti- 
mate profits of the company. Levasseur figures the prob- 
able income of the company at that time at 16,500,000 
livres, putting the commercial profits at 3,500,000 livres ; 
but Dutot puts this item in 1720 at 10,000,000 livres, so 
that here we have a difference which shows how Law 
might have justified his faith in twelve per cent, earnings.* 
The successive acquisition of the several monopolies, 
the promise of this dividend at a time when the increas- 
ing abundance of money was steadily depressing interest, 
and the steady and persistent attempts to draw people of 
small means into the vortex of speculation by distribiiting 
payments over a long period, and by giving certificates for 
partial payments which could be sold in the market, all 
worked in the same direction; and speculation daily in- 
creased. At this time there were two sets of certificates 
afloat, representing rights to acquire shares on which only 
50 livres had been paid ; namely, the '■'■filles" on which 
the ten per cent, premium had been required at the 
time of svibscription, and the '■'■ petites filles" as the last 
issue was called, on which the first payment of five per 
cent, of the subscription price must have been made, in 
order to acquire a title of ownership. Under these cir- 
cumstances, an edict was issued August 12,f in which 
it was ordered that subscriptions should be subdivided 
into as many shares as the bearer should wish. It was 

* Levasseur gives the following estimate (p. 113, note) : — 

Tabacs, 3,000,000 livres. 

Monnaies 6,000,000 " 

Rentes de P^tat, 4,000,000 " 

Profits du commerce 3,500,000 " 

16,500,000 livres. 

Dutot's estimate of the commercial profits at 10,000,000 livres wUl he found 
in a discussion of the forty per cent, dividend of the next year, ^conomistes 
Financiers, p. 855. For Daire's criticism of the careless estimate made hy 
Thiers, see JEconomistes Financiers, p. 435, note. 
fRecueil General, t. xxi., p. 107, note. 
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further provided that certificates of the new shares sliould 
be for one share each. Thus, every opportunity was 
offered for people of moderate means to join in the specu- 
lative movement, which, although not yet at its height, 
was suilQciently pronounced to attract public attention. 
It was noticed, during the autumn of 1719, that MUets 
d^4tat and other government notes, which up to that time 
had remained at a heavy discount, began to sympathize in 
the movement of shares, and then suddenly rose to par. 
The cause was disclosed August 27 * in a decree, which 
announced that the Company of the Indies had offered to 
increase the annual compensation paid for the General 
Farms by 3,500,000 livres, if the farms should be assigned 
to that company ; and that, in consequence of the offer, 
the contract with the company organized by the Paris 
Brothers, although it had five years to run, had been 
arbitrarily set aside in favor of the Company of the 
Indies. The increase of annual compensation was not the 
only nor the most conspicuous benefit to the State which 
this change was to bring about. As a mark of its grati- 
tude to the government, the company offered to lend the 
king 1,200,000,000 1 livres at three per cent, per annum, 
to be applied in the redemption of the rentes and other 
charges, and of the billets d'etat and other government 
notes. To raise this money, the company was authorized 
to issue either actions rentiires au porteur J or contracts 

*Duhautchamp, t. v., p. 225. The contracts comprised under the General 
Farms are given in detail by the decree, and include the Lomaine d^ Occident., 
of which possession was not to be given until January 1, 1720. But, according 
to Duhautchamp, t. ii., p. 48, the company was put in possession in November. 

t Daire states that the decree of August 27 announced that the company 
offered to loan 1,500,000,000 livres to the king. The company did ultimately 
increase the amount offered to 1,500,000,000 livres, but the announcement of 
the increase of 300,000,000 livres was made in the decree of October 12. In 
this latter decree, it was also promised that no more shares should be issued ; 
and special mention was made that the power to continue the diminutions of 
specie, at such times as should be deemed appropriate, was reserved. 

t Actions simples were those which participated proportionately in the 
profits and losses of the company. Actions rentiires had a fixed guaranteed 
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for rentes, to be payable by the company at three per 
cent, per annum. In return for this loan, the govern- 
ment was to give the company three per cent, rentes, as 
fast as the money should be paid over. The various 
privileges of the company were extended for a term of 
fifty years. August 31,* a decree was issued specifying 
more particularly the details of the proposed redemp- 
tions, announcing that the government obligations would 
be redeemed in coin or notes, at the option of the bearer, 
and declaring that neither the rentes issued by the gov- 
ernment to the company, the actions rentiires, nor the 
rentes of the company issued to individuals could be re- 
tired for twenty-five years. Other details connected with 
the adjustment of the rentes on the H6tel de Ville de 
Paris were provided for in a decree of September 5.f 

Thus, by the stroke of a pen, the holders of the greater 
part of the government indebtedness found their invest- 
ments destroyed at a period when the decline in interest 
and the rise in the value of real and personal property 
seemed to cut them off from all avenues for investment 
except those which led up to the system itself. The 
Company of the Indies became practically the sole cred- 
itor of the government. The interest charges on the gov- 
ernment debt were reduced to a uniform rate of three 
per cent., the only exception to which, at that time, was 
the annual charge of 4,000,000 livres, arising from the 
rentes in which the capital of the Company of the West 
had been funded. These rentes the company voluntarily 
offered to exchange for three per cents., and the accept- 
ance of this offer was announced in a decree on the 19th 
of September.^ 

The funds under control of the company were all 

income, but did not participate in diTidends. Actions intcressies held a middle 
ground. They had a fixed guaranteed income, and also had certain rights to 
participation in dividends. See the EncyclopSdie of Diderot and D'Alembert. 

•Duhautehamp, t. v., p. 233. t Ibid., t. v., p. 240. 

t Ibid., t. v., p. 251. 
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devoted to specific purposes except the monthly payments 
arising from the subscriptions to the issue of June, called 
the Jilles. The amount to be paid in on this account be- 
fore January 1, 1720, the date fixed for the suppression of 
the rentes, was so ridiculously inadequate that it is evident 
the company expected that the rentiers would be com- 
pelled to surrender the government rentes, and accept the 
actions rentiires and rentes of the company*; but these 
securities do not appear to have figured conspicuously in 
the redemptions. It became necessary, then, to issue more 
shares. Three hundred thousand shares, issued in lots 
of one hundred thousand at a time, were offered to the 
public September 13, September 28, and October 2.t 
The activity of speculation, stimulated by the needs of 
those whose investments had been disturbed by the re- 
demption of these rentes, enabled Law to place the sub- 
scription price of these shares at 5,000 livres a share. 

The new shares were to be paid for in ten monthly 
payments of 500 livres each, and from this fact wei'e at 
once called by the speculators the cinq-eents. On the 
12th of October, I the company increased its loan to the 
government to 1,500,000,000 livres, an amount which was 
nominally furnished by the new subscriptions.§ The sub- 
scribed capital now amounted to six hundred thousand 
shares, and it was promised that no more shares should 
be issued. The subscriptions for the first lot were made 
payable in bank-notes or coin ; but this was modified Sep- 

*Law, in his " Reply to Two Letters," wrote as follows : " With regard to 
the rentiers, who alone are at present afraid of the system, the company's 
design was not to ruin them, but rather to enrich them. Its intention was that 
those who were reimbursed should purchase the shares which were offered on 
the market for less than their value," etc. ^conomistes Financiers, p. 623. 

t Duhautchamp, t. v., pp. 249, 257, 258. J Ibid., t. v., p. 264. 

§ Levasseur, pp. 127, 128, gives the details of the amounts of the rentes and 
debts, which make up the sum of 1,500,000,000 livres. Dutot says the company 
loaned his Majesty 1,600,000,000 livres. The 100,000,000 necessary for the con- 
version of the company's four per cent, rentes were not included in the 1,500,- 
000,000 estimate. 
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tember 26 * by a decree which required future payments 
to be made in billets d'Stat and other State notes and in 
orders on the treasurer of the company.f This was osten- 
sibly done to favor those whose rentes and notes had been 
ordered to be redeemed. The three hundred thousand 
shares were ordered to be issued in certificates for one 
share each. 

The company, which two years before found it difficult 
to float 100,000,000 livres of capital in billets cfStat at 
thirty, was now besieged with applicants when it offered 
for subscription shares representing 1,500,000,000 livres. 
But even now, when the doors of the HQtel de NeVers were 
thronged with crowds, and porters could earn fortunes by 
aiding people to secure their redemptions and subscrip- 
tions. Law neglected no opportunity to convince the pub- 
lic of his hold upon the favor of the regent. On the 12th 
of October, a decree was issued announcing the suppres- 
sion of the offices of the Receivers-General and the subro- 
gation of the Company of the Indies in their rights. 

Payments were now constantly maturing on the filles, 
the petites-filles, and the cinq-eents. The latter were by 
far the more exacting, and even the second payment bade 
fair to tax beyond their capacity those who were operat- 
ing on margins for a rise. It was therefore decreed on 
the 20th of October | that the nine payments which re- 
mained to be made on the stock of this subscription could 

* Duhantchamp, t. v., p. 255. 

t Dotibts have been expressed as to whether the order requiring payments 
to be made in billets d^etat, etc., was carried out. Duhautchamp says that the 
effect of the decree requiring the use of treasury orders, etc., for payments 
caused securities of this description to rise ten per cent. Forbonnais says that 
on the 25th of September the company agreed to receire bank-notes, with ten 
per cent, extra. From this, it would seem as if the order to which Forbonnais 
alludes, although nominally dated September 25, must really have been issued 
to modify the results of the decree of the 26th. The statement as to the use of 
billets iVitat, etc., in payment of subscriptions, is repeated in the decree ad- 
mitting pensions to the same piiYilege, issi\ed October 21. Duhautchamp, 
t. v., p. 271. 

X Duhautchamp, t. v., p. 268. 
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be made three at a time, — in December, 1719, March, 
1720, and June, 1720.* 

During the time that the cinq-eents were being launched 
upon the market, the eagerness of the public to obtain 
them was so great that the street on which the oifices of 
the company were situated was thronged with carriages 
and crowded with people. 500 livres in billets d'Stat 
would secure a certificate of one payment on a new share, 
with all its chances of rise, the market price of full j)aid 
shares being 8,000. The old shares were, as a conse- 
quence, freely offered for sale for purposes of conver- 
sion ; and in the early part of October, at a time when 
new shares were daily rising in value, old shares fell from 
8,000 to 4,000 livres. Forbonnais regards this decline as 



*In this connection, a glance at the situation may be interesting, 
several issues of stock were upon the following terms : — 



The 



Date of Issue. 


Number 
of 

Shares. 


Rate of 
Subscrip- 
tion per 
Share in 
Livres. 


Terms of Payment. 


Capital in 
Livres. 


Or^gmalStock.-Jii^rgg^ 

"1rZe"S^'-}™-' 

Fourth Issue,— 1 

Sept. 13, 1719, 1 pinn „p„t, 
Sept. 28; 1719, ^Clnq-oents, 
Oct. 2. 1719. 


200,000 
60,000 
60,000 

300,000 


500 

650 

1,000 

5,000 


Billets d'iStat @ 30. 

f Premium at sub- 
J scriptiou. Capi- 
1 tal in 20 monthly 
[ instalments. 

Payable 6% a mo. 
Payable 10% a mo. 


100,000,000 
27,500,000 
60,000,000 

1,500,000,000 






Oct. 4, 1719, Unauthorized, 


600,000 
24,000 


1,677,500,000 



Amount which the company had received up to the middle of October, 
1719, assuming all dues for subscriptions to have been paid ; — 

Livres. 

Original stock (Invested in rentes), 100,000,000 

Filles (6 monthly instalments and premium), . . . 8,750,000 

Petites-flUes (4 monthly instalments), 10,000,000 

Clnq-cents (1 monthly instalment) 150,000,000 

268,750,000 

The student of this subject may perhaps prefer to consult a similar table, 
prepared by Dutot, wliich differs somewhat in results (see Daire, p. 912). 
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inexplicable, and Levasseur calls it a strange intoxication 
which drew a distinction between shares of the same kind 
in the same company. It is easy, however, to understand, 
inasmuch as all dealings in shares were speculative, that 
those who believed that shares would continue their magic 
progress upward would prefer the chances for gain on six- 
teen cinq-cents rather than on one m^re. 

Law, in his several memorials and letters, had repeat- 
edly pointed out that the progress of the State was 
seriously hindered by the system of taxation. In the 
plenitude of his power, he inaugurated several reforms, 
which added to the popularity of the company. Various 
important internal improvements were also begun in dif- 
ferent parts of the kingdom.* 

On the 24th of October, values had risen so that more 
notes were needed. One hundred and twenty million 
had been issued September 12. One hundred and twenty 
million were furnished now. On the 26th, a decree was 
issued, ordering a guard of archers to be stationed in the 
Rue Quincampoix, to protect dealers from thieves and 
vagabonds, and to preserve order in the crowd. The at- 
tention of all Europe was concentrated upon this narrow 
street, the dwellings in which, from basement to attic, 
were converted into offices. Provincials and foreigners 
hurried forward to join in the excitement at the capital, 
to reach which by the ordinary means of communication 

* August 31, coincident with the redemption of the rentes, a number of 
offices connected with their management were abolished. September 19, the 
impost on oil, tallow, and cards was suppressed. October 12, the Receivers- 
General were suppressed. October 28, the duties on grain and vegetables be- 
tween the provinces was abolished. In November, the company offered to 
develop the fisheries, without seeking for a monopoly. The tobacco taxes 
were concentrated in a single duty. The vexatious duties of the city of Paris 
were in part remitted, and the rest were concentrated into one entry duty. 
Duhautchamp, t. v., p. 251 ; Becueil d^ Arrests, etc., pp. 249, 252. For the list 
of public works undertaken, and for a graphic description of the revival of 
trade, the growth of manufactures, and the prosperity of the laboring class, 
see Levasseur, pp. 181, 182. 
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arrangements had to be made weeks in advance.* "In 
this general fermentation," says Forbonnais, "prices rose 
to eighteen or twenty thousand livres." The same market 
quotation is given by Duhautchamp, an eye-witness of the 
scenes which he describes. These figures cannot be ac- 
cepted as representing any regular market. Melon,! who 
was Law's secretary, quotes shares at 9,000 at the end of 
1719. Dutot, who was one of the cashiers of the Com- 
pany of the Indies, says that in the month of November, 
1719, people were surprised to see shares rise to 10,000 
livres, notwithstanding the fact that in a single week the 
company put them on the market to the amount of thirty 
millions, in order to break the price. Law himself, in 
April, gave 10,000 livres as about the highest point they 
reached. The causes of this prodigious increase in price 
Dutot attributes to the union of the several privileges and 
monopolies in the company, to the lack of other channels 
for the investment of the funds arising from the redemp- 
tion of the rentes, and, finally, to the fact that the bank 
loaned, on margins, 2,500 livres a share, at two per cent, 
interest. According to Forbonnais, Law's efforts were 
then put forth to prevent too rapid a fall of shares. He 
was able to sustain the price for a fortnight, but the only 
result was to aid those who were selling out their shares 
in order to realize. 

During the month of December, several decrees were 
issued for the purpose of checking the disposition to 
realize in coin, and to show the continued favor with 
which the system was regarded by the Court.:}: Decem- 

* "At the end of 1719, the numher of provincials and foreigners who had 
come to Paris, either from curiosity or in order to speculate, was estimated at 
500,000." Zmw: Son Systeme et son Spoque, par P. A. Cochut, Paris, 1853, 
p. 81. 

t Mssai Politique sur le Commerce, par Jean-Frangois Melon. Reprinted in 
Daire's Economistes Financiers. 

t December 1, it was decreed that creditors could demand payment of 
debts due them in bank-notes, and all tenders of payment not made in notes 
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ber 9,* the monopoly of refining and separating the pre- 
cious metals was granted to the compan3^ December 21,f 
bank-notes were fixed at five per cent, above current silver 
coin, at which rate the bank would exchange notes for 
silver. Sihi^er could be used thereafter only in payments 
under 10 livres, and gold in payments under 300 livres. 
All foreign letters of exchange were ordered to be paid 
in notes. Even up to the time that this decree was issued, 
the impossibility of carrying on the enormous speculative 
business of the Eue Quincampoix in coin had kept notes 
at a premium of eight to ten per cent. The disposition to 
realize was, however, so strong that the purpose of this 
decree is evident. Law foresaw that, unless he could 
prevent the circulation of coin, it would all be quietly 
remitted across the border. A further issue of notes to 
the amount of 360,000,000 livres, perhaps intended to be 
the last, was made on the 29th of December,^ bringing 
the total up to that date to the sum of 1,000,000,000 
livres. § 

were declared null. Duhautehamp, t. v., p. 277. No more conversions of 
gold and silver into notes were to be made in Paris ; but, to favor the move- 
ment of notes in the Provinces, this clause applied to Paris alone. Duhant- 
champ, t. v., p. 277. A new coinage was also ordered. Forbonnais says it did 
not take place, but the public belief that the company would receive the 
benefit of it helped sustain shares. The fears of a general diminution caused 
by a decree, December 10, ordering a diminution for pieces of 20 sous, operated 
in the same way. Duhautchamp, t. ii., p. 15G; Forbonnais, t. ii., p. 605. 
Duhautchamp adds that four decrees, confiscating old gold and silver coin 
found in the houses of individuals, also helped shares. 

* Duhautchamp, t. v., p. 285. 

t Ihid., t. v., p. 290. t Ibid., t. vi., p. 200. 

§ The following list shows the actual issues of notes in 1719 : — 

Livres. 

Januarys 18,000,000 

February 11, 20,000,000 

April 1 21,000,000 

April 22 61,000,000 

June 10 00,000,000 

July 25, 240,000,000 

September 12, 120,000,000 

October 21, 120,000,000 

December 29, 360,000,000 

1,000,000,000 
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December 30, 1719, a general assembly of the company 
fixed the dividends for 1720, in anticipation, at forty per 
cent, on six hundred thousand shares of the par value of 
600 livres each. Shares had declined somewhat at this 
time : but, if we accept 10,000 livres as the market price, 
the dividend was at the rate of two per cent., or at the 
rate of four per cent, on the subscription price of the 
cinq-cents.* The estimates of the company's income show 
that a forty per cent, dividend could not have been paid 
on this capital from current earnings. It is true that, 
when the dividend was declared, only a small portion of 
the capital stock was fully paid. On the other hand, 
however, the companj"' would not be entitled to credit in 
the estimate of earnings for all the receipts from the 
various grants until payment should be made for them. 
Even if the dividend had been legitimate, the outlook for 
the holder of rentes who had not secured an original sub- 
scription was not encouraging. An investment of 10,000 
livres in rentes had secured him an annuity of 400 livres. 
The 10,000 livres now forced upon him would buy one 
share in the company, the income from which for 1720 
was promised at 200 livres. 

At a time when it took as many days to reach Paris 
from different points in the kingdom as it now takes 
hours, and at a period when public conveyances destined 
thither were engaged for weeks in advance, it was mani- 
festly impossible that the rentiers should have effected 
their conversions within the period which had been al- 
lowed. Moreover, most rentiers had been cut off from 
whatever advantage was to be had from an original sub- 
scription by the system of favoritism which prevailed.! 

* Dutot, in his estimates, includes twenty-four thousand additional shares, 
which had been issued on the 4th of October, but concerning which no announce- 
ment had been made to the public. 

t The power which Law possessed to aid speculators made him the most 
conspicuous peison in the kingdom. " I saw him," says Voltaire, " arrive 
in the Palais Royal, followed by dukes and peers, marshals of France and 
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We have seen what the result was of purchasing shares at 
market prices. It is not surprising, then, to learn that, 
notwithstanding decrees had been issued August 31,* 
October 26, and November 9,t 1719, ordering the sup- 
pression of the rentes and calling upon owners of them 
to receive the redemption money, many rentiers still 
hesitated to accept the reimbursement. Among the 
first acts of Law, when he became Controller-General of 
France, in January, 1720, were several decrees on this 
subject, issued on the 10th, 12th,$ and 18th of January, 
and on the 6th of February.§ The ultimatum offered 
in the last was the arbitrary conversion into a two per 
cent, rente, if the redemption was not accepted by 
July 1. 

The decree of the 10th of January || is especially worthy 
of notice, as it apparently betrays the same desire to 
foster speculation which is noticeable throughout the 
decrees of this period ; while, according to Law, its pur- 
pose was directly the reverse. The reluctant rentiers 
were practically the only class of men of means who 
had not been tempted into the market. The attempt to 

bishops." Pricis du Slide de Louis XV. " Law, besieged in his house by 
suppliants, saw them force his gate, ent«r from his garden, fall into his study- 
through the chimney." M^moires Complets et Authentiques du Due de Saint- 
Simon, Paris, 1829, t. xvii., p. .355. 

Clement quotes from a letter from the Princess Palatine, mother of the 
regent : " ' Law,' says she, ' is followed to the point that he has no rest night 
or day. The duchess kissed his hand before everybody.' " Portraits Histor- 
igues, par Pierre Clement, p. 260. "Towards the close there was no getting 
speech with him without money. The Swiss must be fee'd at his gate, the 
lackey for admittance into his ante-chamber, and the valets de chambre for 
the privilege of access to his presence chamber or closet." Memoirs of Charles 
Lewis, Baron de Pdlnitz, London, 1739, vol. ii., p. 244. 

* Duhautchamp, t. v., p. 233. 

t The decrees of October 26 and November 9 are both alluded to in the 
decree of February 6, in the preamble. Duhautchamp, t. vi., p. 15. 

t Duhautchamp, t. vi., p. 3. 

§ Decree of February 6. Duhautchamp, t. vi., p. 15. That of January 18 
is alluded to in the preamble. 

IILevasseur, p. 195. 
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force the conversion of their rentes into actions rentieres 
or actions intSressSes * had failed. By this decree, shares 
were offered at 11,000 livres, 1,000 livres cash and 10,000 
in six months' time. As an investment, there was evi- 
dently no special inducement for the rentier to sub- 
scribe for these primes, which were known in the market 
afterwards as the anciennes primes.^ They would net 
him less than two per cent. ; but, with his 11,000 livres, 
there was an opportunity afforded to secure eleven primes 
instead of one share, and thus to join the mob of specu- 
lators. Duhautchamp alludes to this decree without giv- 
ing the date, and places it in chronological sequence, as if 
it had been issued in February. He supposes the motive 
for it to be an intention to stimulate speculation, and says 
it failed because the ground had already been covered by 
dealers in contracts of the same character. It was in 
consequence of this failure, he says, that February 11 1 
a decree was issued which thereafter forbade individuals 
to deal in contracts for future delivery, and reserved this 
privilege exclusively to the company. Dealers evading 
this decree by antedating their contracts, this was for- 
bidden by decree of February 20 ; § but even then, ac- 
cording to Forbonnais, the forbidden trade was continued 
by parole contracts. || 

*Having a guaranteed income and also participating in the general profits. 

t According to Dtihautchamp, this issue was known in the market under 
the name of Polices de la Compagnie des Indes, t. iii., p. 43. 

J Duhautchamp, t. vi., p. 21. § Ibid., t. vi., p. 30. 

II The rise of the system, the sudden increase of the circulating medium, 
and the rapidity with which property changed hands during this period 
brought in their train prodigal expenditure and extravagant display. The 
speculators came to be known as Mississippians ; and their language in their 
dealings, concerning meres and filles, polices and primes, cinq-cents and petites- 
fiUes, intelligible only to those familiar with the market, was called the lan- 
guage of the Mississippians. Paris was flooded with pamphlets and pasquin- 
ades, with sonnets, satires, and cartoons. The titles of many pamphlets in 
English, Dutch, and French vaM be found in Mr. Winsor's editorial note to 
chap, i., Tol. vi.. Narrative and Critical History of America. Professor Dunbar 
has given me the following titles, procured at the British Museum: Mr. 
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I have said that the apparent purpose of this decree was 
to foster speculation ; and, when this apparent purpose is 
corroborated by the opinion of one who was on the spot, 
it seems almost conclusive. Yet, if we accept Law's state- 
ment, this conclusion would not be just. He asserted 
positively that he offered these primes with a view of 
checking the rise of the stock. " I did what I could to 
hinder people from buying futiires, in the hope that shares 
would rise. I even told them that I would check the rise 
at 9,000 livres ; and, to convince them, I proposed to the 
company to receive 1,000 livres in primes, and to enter 
into an undertaking to deliver shares at 10,000 livres." 
So many presented themselves, he adds, that the clerks 
could not write the certificates. "We were obliged to 
have them printed. They brought 300,000,000 livres to 
the treasury." 

The position of alfairs which confronted Law at this 
time was not encouraging. The high prices of shares 
towards the end of 1719 had started people in the process 
of realizing. He apparently made up his mind that, if the 
public would not sustain the system through the market, 
he would try to maintain it by force. There had been, 
during the latter part of 1719, several confiscations of 
old coin which had been withheld when a recoinage was 
ordered.* A decree of the 20th of January, 1720,t 
authorized the search of all houses, even those of secular 
and regular religious communities for coin which might 
have been concealed there. In addition to such forcible 

Law's Character Vindicated, by William Friendly (pseudonym). Le Secret du 
Systeme de M. Law dlvoiU ; en Deux Lettres Sorites par un Due et Pair de 
France h un Milord Anglais, La Haie, 1721. This pamphlet is quoted by 
Dutot. A Letter to Mr. Law upon his Anival in Great Britain (in defence of 
his projects in France), 2d ed., London, 1721. The Memoir of the Great Mr. 
Law, by Gray, a Scots Gentleman. 

*See a decree ordering the confiscation of gold and silver coin, seized 
while in possession of one Boucher, a laborer living in the village of Lumigny. 
Becueil d' Arrests, p. 238. See also Dnhautchamp, t. ii., p. 157. 

t Becueil Ginhal des Anciennes Lois, t. xxi., No. 189, p. 173. 
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measures as these, it was determined to extend arbitrarily 
the circulation of the bank-notes. In several of the pre- 
vious decrees on this subject, clauses had been introduced 
to limit their application to cities in which the bank had 
offices. Throughout the provinces there were places 
where the people were reluctant to accept the bank-notes. 
On the 28th of January, it was decreed that bank-notes 
should have currency throughout the kingdom.* Levas- 
seur's table shows that there had been diminutions of the 
coin in July, September, and December, 1719, another 
January 1, 1720, and an augmentation January 22.f 
By the decree of January 28,$ another diminution was 
ordered, and the removal during February of coin and 
bullion from cities in which there was a mint was for- 
bidden. § The company was authorized to make domi- 
ciliary visits in all hoxises and palaces of individuals or 
communities, and any specie seized therein was to be con 
fiscated for the benefit of the informer. 

This decree appears to have been rigidly enforced, and 
to have caused for a time a deplorable condition of affairs. || 
Those who had coin in their possession lived in constant 
fear; and abominable instances of treachery constantly 
came to light, which showed that neither ties of friend- 
ship nor of affection could be relied upon for protection 
against the terrible temptation. On the 4th of Febru- 
ary,** the wearing of diamonds, pearls, or precious stones 
was, after the first of March next, forbidden, under pen- 

* Diihautehamp, t. vi., p. 7, No. 55, § 3. 

t Levasseur, p. 398. The details of these decrees are also given by Levas- 
seur, p. 204. 

t Duhaiitehamp, t. vi., p. 4. § Ibid., t. vi., p. C, No. 55, § 3. 

II " They excited, encouraged, paid informers. Valets betrayed their 
masters. Citizen spied upon citizen. This made my Lord Stair say that there 
could be no doubt of Law's Catholicity, since he established the Inquisition, 
after having already proved transubstantiation by changing paper to money." 
Mimoires Secrets sur les Regnes de Louis XIV. et de Louis XV., par Duclos 
(Petitot and Monmerqu^'s collection), t. Ixxvi., p. 408. 

** Duhautchamp, t. vi., p. 11. 
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alty of confiscation and 10,000 livres fine.* On the 
18th,t goldsmiths were forbidden to manufacture or offer 
for sale vessels of gold or silver, except a few articles, the 
weight of which was specified. On the 19th,^ a decree 
was issued prohibiting any person, and even any ecclesi- 
astical community, from keeping more than five hundred 
livres in coin, and forbidding all persons or communities 
except goldsmiths and jewellers to have in their posses- 
sion any articles of gold or silver, seizures and confisca- 
tions being for the benefit of the informer. All payments 
of 100 livres and upward were to be made in bank-notes. 
January 29, § a decree appeared offering inducements 
which amounted to a reduction of twenty-five per cent, 
for the payment of taxes in bank-notes. February 6,(| 
the bank was authorized, under the nominal pretence of 
supplying the place of indorsed notes, to issue notes to 
the amount of 200,000,000 livres. February 9,** all legal 
proceedings which had arisen or which might arise con- 
cerning bank-notes were ordered to be brought before the 
council. February ll,tt the decree was issued which for- 
bade transactions in " futures " between individuals, and 
reserved to the company the exclusive right to sell them. 
February 19,$J all creditors of the State were ordered to 
be immediately paid. 

On the 23d of February,§§ the Royal Bank, with all its 
privileges, was absorbed by the company, and its circula- 

*"ETery day, we saw new decrees come out, which contradicted each 
other. The possession of precious stones was forbidden ; and Law, heing at 
council, stated in a loud voice that in less than three months he would by 
this prohibition make more than 60,000,000 enter the kingdom." Memoires du 
Marichal de Villars (Petitot et Monmerqn^), t. Ixx., p. 45. 

t Duhautchamp, t. vi., p. 23. 

XBecudl Ginircd des Anciennes Lois, etc.. Decree of Council, February 19, 
t. xxi., p. 108, note. Decree of February 27, in full, to same effect, Duhaut- 
champ, t. tI., p. 44. See also Becueil Giniral, t. xxi., p. 177. 

§ Duhautchamp, t. vi., p. 9. || Ibid., t. vi., p. 13. 

** Ibid., t. vi., p. 18. tt Ibid., t. vi., p. 21. 

tt Ibid., t. vi., p. 28. §§ Ibid., t. vi., p. 31. 
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tion was guaranteed by the king. Law was not prepared 
to say that he would issue no more notes. The number 
which had already been issued had taxed the energies of 
the printers and the clerks. To relieve the former, en- 
graved notes had been abandoned, and the ordinary press 
had been substituted. To relieve the latter, the number 
of clerks authorized to sign had been from time to time 
increased, indistinct signatures had been especially author- 
ized, and ten-livre notes had been put forth in such quan- 
tities that it had become necessary to issue them without 
signature. These proceedings had created distrust. To 
produce an appearance of conservatism, and at the same 
time reserve the power to issue notes, — a power which, 
according to Savari,* it had been distinctly promised in the 
decree of December 29, 1719, should not be exercised 
again, — it was provided that no more notes should be 
issued, except by virtue of decrees of the council on re- 
quest of the company, made at a general assembly of the 
shareholders. 

So far as the acquiescence of the government in the 
proposals of Law were concerned, the system had 
reached a development which must have been far beyond 
even the dreams of its author. His company now had 
charge of the Royal Bank, with all its privileges. The 
royal funds were in its custody ; it was the collector of 
all the taxes ; and, with scarce an exception, it controlled 
all the commercial monopohes of France. Law himself 
was at the head of the finances of the kingdom. Even 
before the organization of the General Bank, he had an- 
nounced that, " if all the French and foreign traders 
should distrust his project, it would not prevent him from 
succeeding." But he had now thrown theories to the 
winds, and had committed a series of violent acts, some 
of which he had specifically denounced in his memorials 
as impracticable and harmful. " I will compel confi- 

* Encydopidie Mithodique, t. Ivi., "Commerce," i., " Banque," p. 197. 
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dence," he had asserted. And now, at a time when he 
could command it least, confidence was what he needed 
most; for to the grant of the Royal Bank was attached 
a condition which he could not fulfil without the aid of 
the public. As a consideration for the transfer, the com- 
pany was to take the royal shares in the Company of the 
Indies, amounting to one hundred thousand, and to pay 
for the same 900,000,000 livres, 300,000,000 in 1720 and 
600,000,000 in ten years thereafter, at the rate of 5,000,- 
000 a month. To produce this sum, actions rentiires, at 
the rate of two per cent., were authorized to be issued, 
to the extent of 500,000,000 of capital. The bank was 
at the time loaning money on shares at two per cent. If, 
under these circumstances, Law could not force his three 
per cent, shares on the unfortunates whose rentes had 
been redeemed, how could he expect to float a two per 
cent, stock? 

Among the conditions which the directors of the com- 
pany themselves suggested at the time of the transfer of 
the bank was one to the effect that the offices at the bank 
for the purchase and sale of shares should be closed. In 
the face of this, according to Piganiol de la Force,* the 
company offered for sale on the last day of E'ebruary 
rights for shares for 5,000 livres cash and 5,000 more in 
the course of the year.f 

The juncture of the bank with the company produced 
a slight upward movement of shares, which was soon 
checked by the persistent efforts of the realizers, who 
were anxious to convert their shares into any form of 
property, even at the high prices which prevailed. On 
the 27th,| a decree was issued which stated that there 
had been coined 1,200,000,000 of money (the rate at 

* IntrodtKtion d, la Description de la France, par M. Piganiol de la Force, 
troisi^me Edition, Paris, 1752, t. ii., p. 264. 

t Levasseur, 213. These were known as the nouvelles primes, 
t Dnhautchamp, t. vi., p. 44. 
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that time being 60 livres to the marc), but that many- 
people who had made fortunes kept the coin locked up. 
It was therefore ordered that no person or community 
should keep over 500 livres in specie. The possession of 
gold or silver bullion was forbidden ; and the payment of 
sums of 100 livres and upwards, otherwise than in bank- 
notes, was prohibited. The issues of notes up to this time 
amounted to exactly 1,200,000,000 livres. The coinci- 
dence of the amounts of coin and notes was probably not 
mere chance.* 

March 5 appeared a decree the alleged object of which 
was to bring all subscriptions, contracts for futures, and 
shares into one uniform style, and also to augment the 
coin.f It was ordered that all loans of the bank should 
be called in at maturity. This order was peremptory, 
and the inference is unavoidable that the bank had no 
other business than loans on margins. 450,000,000 livres 
is the amount given by both Melon and Dutot as having 
been loaned on shares, 2,500 livres on each share at two per 
cent, interest. Of this amount, Dutot says there was then 
outstanding 174,000,000 livres. An office was established 
for the interchange of shares and bank-notes at a fixed 
price of 9,000 livres a share. Four payments had been 
made on the cinq-cents of 500 livres each, making 2,000 
livres on each share. 3,000 livres remained to be paid. 
The rise in the market price of the stock belonged to the 
subscribers, so that 2,000 livres paid in represented with 
the profit 6,000 livres. On that basis, partial payments 

* " In a State," said Law, " where the people are not accustomed to credit 
[as was the ease in France at the epoch of the system], we should at first be 
content to donhle the amount of the circulating medium hy adding to the 
specie an equal value in notes." Cours d'Economie Politique, par Henri 
Storch, St. Petersbourg, 1815, t. vi., note 16, p. 147. 

Steuart calls attention to the singular fact that the French fiuanciers, in 
their speculations as to the relations of the notes to coin, based all their 
arguments upon the coin supposed to be in the kingdom, without reference to 
the question whether it was in possession of the bank or not. 

t Duhautchamp, t. vi., p. 49. 



444 QUARTERLY JOURNAL OF ECONOMICS 

were to be received ; and prices were also adjusted for the 
issues of January 10 and February 29, called the old and 
the new primes, and holders of subscriptions and con- 
tracts were to convert them into shares on the basis of 
9,000 livres a share. 

I have elsewhere called attention to the fact that the 
shares were spoken of as payable to bearer. So long as 
the price of shares was regulated by the market, the form 
in which they were drawn up was not material. Their 
influence was no more and no less than that of any stock. 
With a fixed price attached to them, they became at once 
a part of the circulating medium, if not of the kingdom, 
at least of Paris. They were not receivable in payment 
of taxes, they were not made a legal tender, but they 
were convertible at will at a fixed price into bank-notes 
which fulfilled those purposes. Dutot calls attention to 
that phase of this decree. He says they — the shares — 
" became proper to fulfil the uses of money." In another 
place, he says, "These notes" (billets') "had the prop- 
erty of money. They had all its functions : their value 
was fixed, but difficult to sustain." * Together, the bank- 
notes and shares made about 5,000,000,000 livres of paper 
money, and shares convertible at a fixed price,f in circula- 

*See on this point Annales Politiques de feu Monsieur Charles-Irinie 
Castel, AhM de Saint-Pierre, Londres, 17B8, Seeonde Partie, p. 211. 

t Dutot, Economistes Financiers, p. 841, says ; — ■ 

Livres. 
There were at the end of February, 1720, at average market rates, 

shares in circulation to the value of 4,891,560,000 

The notes actually In circulation at the same time he estimates at . 1,089,872,490 

5,981,432,490 
He estimates (iMc?., p. 846) the amount remaining due on these 

shares at 1,004,500,000 

This -would leave in circulation 4,976,932,490 

A rough estimate can be made, as follows : — 

Total number of shares 624,000 

In the possession of the bank, 100,000 

In circulation, 624,000 at 9,000 livres 4,716,000,000 

Notes authorized, J, 200,000,000 

6,9l6,OOO70OO 
Deducting amount due on shares, 1,004,500,000 

4,911,500,000 

Levasseur, in a note (p. 214), says that Dutot includes, in his estimate of the 
amount unpaid on the shares, 100,000 shares, which the company was about 
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tion at the date of this decree, — an amount to be shortly 
increased by nearly 1,500,000,000 livres issued by the 
bank. As for specie, the coin was augmented by one- 
third, and the 1,200,000,000 livres of specie became nom- 
inally 1,600,000,000. Steuart says that what there was 
in the bank passed away in less than a week. 

The decree of the 5th of March has been the subject 
of interpretations differing widely according to the preju- 
dices of writers. According to Daire, it was the key- 
stone of the system, and fully realized Law's economic 
thought. It transformed the bank into a reservoir of the 
circulating medium, which the paper of the Company of 
the Indies would keep at any height, since it served both 
as feeder and outlet. Should money become too abun- 
dant, it would find its way to the bank for conversion into 
shares. Should the reverse be the case, shares would be 
converted into notes. Dutot says the decree was a mortal 
blow to the system. Law was confronted with the neces- 
sity of sustaining either notes or shares, but was unable 
to protect both. Shares at that time represented more 
than fourfold the value of the notes, and he chose the 
shares. In taking this step, Dutot thinks a mistake was 
made. Law was responsible for the notes ; but Dutot 
does not think him responsible for the speculation, in- 
timates that the regent must be held responsible for the 
decree, and says that it was counselled by enemies of the 
system. Forbonnais says the decree absolutely decided 
the fall of the system. He thinks the purpose was to sus- 
tain the promised dividend by absorbing into the treasury 
shares on which the dividend would then not have to 
be paid, and that Law was attached to the principle of 

to purchase, on which, he says, there were due 300,000,000 livres. This must 
refer to the shares held by the Royal Bank, purchased at the time of the 
consolidation. As these were original shares in the Company of the West, 
they must hare been fully paid, and were therefore properly omitted by 
Dutot. Leyasseur's purpose in collating these figures was different from 
mine ; but, it his criticism were just, it would add 300,000,000 livres to the 
values in circulation. 
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the multiplication of wealth, and believed that the shares 
would assume the property of money in circulation. 
Louis Blanc denounces the decree as a crime, which has 
unjustly been imputed to Law, and believes it was issued 
in the interest of the Court. The decree announcing that 
no more shares would be bought and sold saved the sys- 
tem by ruinmg several great lords. The decree of March 
5 saved several great lords by ruining the system. 

In February, Law had published in the Mercury a 
letter nominally in reply to one from a rentier^ who 
complained of the forced redemptions. According to 
Duhautchamp, this letter produced a decided eiJect. It 
reconciled many discontented rentiers^ and induced them 
to receive their redemptions. In March, Law again ap- 
pealed to the people in the same way.* This time, his 
letter was a call upon the public to sustain the system, 
and contained a justification of the violence which had 
recently marked his course. Coin, he said, ought not to 
be locked up in private vaults. It ought all to be brought 
to the royal treasury, — not by way of a loan, for the 
interest would then be a charge on the king ; not by way 
of taxes, for it is to the king's advantage to remove 
them; but simply on deposit, only to be removed as 
needed. If objection were made to this that the king 
would seize it, was it not safer in this form, which gave 
the king a credit that increased the deposits tenfold, 
than if the government were sustained on the old princi- 
ple of forced loans and arbitrary taxes ? The fury of the 
realizers came from the extraordinary rise of the shares. 
It was not appreciated by them that the shares did not 
represent current coin, but mere capital. True, the 
shares surpassed in value all the gold and silver that 
would ever be in the kingdom. So the houses in Paris 
represented more than all the coin in the kingdom. So 
the lands in F'rance represented more gold than was shut 
* Februarj' letter, Daire, p. 608. March letter, Daire, p. 610. 
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up in the mines of Peru. Was their value chimerical for 
that reason? Some regarded the decrees about silver as 
a sort of violence, and said the credit furnished by the 
king was a forced credit. Such persons overlooked the 
fact that this was one of the conditions of a new establish- 
ment, which would ultimately conquer the confidence due 
to it from the nature of its principles. The system was 
supposed to have cause for fear from despotic power, 
but despotic power would support it. Disquiet and agi- 
tation were what it had to fear. The public was the 
arbiter of its future, and the public held it back. The 
laws complained of were necessary to save men from 
themselves. 

This letter was not received with favor. Men cried 
out against its author, whom they called a disturber of 
the public peace. " The first day after the issue of the 
decree," says Melon, alluding evidently to the decree of 
March 5, "there were more sales than purchasers. The 
following days were very different. The bank was un- 
able to respond to the sellers. The bank-notes could not 
be exhausted, because they could be furnished in propor- 
tion to the demand; but, notwithstanding the decrees 
against keeping silver, the silver was soon exhausted." 
From this, it is plain that by this decree Law furnished 
weapons to his enemies. On the 11th of March,* a decree 
was issued, the alleged purpose of which was " to procure 
from subjects a diminution of the price of goods, to 
sustain public credit, to facilitate circulation, to increase 
commerce, and to favor manufactures." This was to be 
accomplished by successive diminutions of the silver coin 
extending through the year. Only sixths and twelfths 
of crowns and silver livres were henceforth to circulate ; 
gold was demonetized ; and from the 1st of May it was 
forbidden to any person to have in possession gold coin 
of any sort, or any gold bullion, under penalty of confis- 

*Duhautchamp, t. yi., p. 55. 
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cation. The possession of silver coin or bullion, except 
the small coin, was also forbidden after January, 1721. 
French writers note the remarkable fact that by this de- 
cree a new coinage of silver louis, which had been ordered 
to be issued in the beginning of March, to circulate for 
three livres each, was subjected to these future diminu- 
tions even before the coins themselves were issued. The 
satirists, who were now hurling their shafts of wit at the 
tottering system, and who ridiculed each step that was 
taken in caustic couplets and stinging epigrams, at once 
christened these coins the " still-borns." The fears of de- 
nunciations and of impending diminutions in silver pro- 
duced some result. Between the 7th and 30th of March, 
44,696,190 livres in coin were drawn into the bank. This 
was but a small percentage of the total coin which should 
then have been in circulation, but it was wrung by fear 
from the hands of a people who were anxious to retain it. 

The purchase of shares by the company, as provided 
for in the decree of March 5, involved the use of a large 
amount of notes. To furnish it, the following issues were 
made by the bank : March 26, 300,000,000 livres ; April 
5, 396,000,000 livres ; April 19, 438,000,000 livres.* This 
made a total issue of 2,334,000,000 livres ; but on the 1st 
of May a further issue of 362,400,000 brought the total 
amount up to 2,696,400,000 livres, as given in the final 
statement of the bank.f 

While these events were occurring, a few decrees of 

*See statement in Duhautehamp, t. vi., p. 200. In the decree authorizing 
the last issue (see ibid., p. 73), it was stated that the amount, added to 
762,000,000 livres of 1,000, 100, and 10 livre notes already issued, would " make 
a total sum of 1,200,000,000 livres." The statement was disingenuous, as For- 
honnais notices ; hut he seems to overlook the fact that 1,131,000,000 livres, 
issued in notes of 10,000 livres, were omitted. The ten-livre notes had been 
issued without signature, but were ordered to be redeemed for safety, by 
decree of February 33. Ibid., p. 34. 17,000,000 livres were issued, however, 
April 19. 

t Forbonnais, t. ii., p. 633, puts the total issue above 3,000,000,000. This 
was of course independent of counterfeit notes, the number of which cannot 
be estimated. 
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minor importance, affecting the system, were issued. By- 
decree of council April 6,* all stipulations for payment 
in coin were declared to be null and void. May 16,t the 
company was authorized to offer four per cent, life rentes, 
to the extent of 100,000,000 capital. This attempt to 
raise money at four per cent, when the bank was lending 
at two per cent, provoked criticism. 

On the 21st of May, 1720, J a decree was issued reduc- 
ing the value of shares by a series of successive diminu- 
tions from 9,000 livres — the rate at which they were 
then received by the company — to 6,000 livres on the 
1st of December. Notes of the bank were to be reduced 
to one-half their nominal value in the same manner. The 
preamble of the decree opens with a comparison between 
the condition of affairs at the death of Louis XIV. and 
that at the date of the decree, recites the advantages 
which France had gained from the system, asserts that, 
notwithstanding all these benefits, persons of evil designs 
were endeavoring to overturn it, and had compelled the 
issue of the decree of March 5, in which it was sought to 
sustain the system by an augmentation of the coin in cir- 
culation. This augmentation provided for the debtors. It 
remained, then, to provide use for the sums to be reim- 
bursed to the religious communities and foundations and 
others; and this was done by the decree of March 11, 
ordering a reduction in the price of specie. Tliis would 
cause a reduction in the price of real estate, goods, and 
merchandise ; and shares and notes ought to participate 
in this. They would therefore be reduced in proportion, 
and would thus afford an opportunity to use the reim- 
bursements. 

This decree was the end of the system. Steuart says : 
" The arrSt was no sooner published than the whole paper 
fabric fell to nothing. The day following, the 22d of 

*Becueil Oiniral des Anciennes Lois, etc., p. 108, note. t Ibid, 

t Duhautchamp, t. vi., p. 95. 
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May, a man might have starved with 100,000,000 in his 
pocket." Melon considers the attempt to reduce the dan- 
gerous superfluity of values in circulation as founded on 
reasoning which was, perhaps, solid, but too metaphysi- 
cal. Dutot says a decree which reduced a "fixed and 
invariable " currency could not fail to produce conster- 
nation. It was calculated to destroy confidence, when 
confidence was necessary to restore the system. Forbon- 
nais says the step taken was an imprudent one, but 
cannot be attributed to the enemies of Law. The plan 
was prepared by Law, and had been submitted to the 
regent for consideration more than two months before this 
date. Daire says the opinion that Law was opposed to 
the decree is probable enough, for it is impossible to see 
what utility the system could have derived from it. The 
opinion which prevailed in the market at the time, accord- 
ing to Duhautchamp, was that Law had a plan for retiring 
notes and substituting coin in circulation. His plan was 
not adopted ; and he himself, as Controller-General, re- 
ported the decree, although it was founded on the project 
of his adversaries.* 

Through the medium of Law's publications, we have 
a partial means of testing his responsibility for the several 
decrees, and we gain insight of his methods. In a letter 
to the Mercury, piiblished in April,! he showed the ren- 
tiers that the system still offered an opportunity for a 
good investment. Among the first-fruits of the trade 
with Louisiana which they had already received, he 
enumerated silk and silver. The recoinage, he said, after 
the indicated diminutions, would bring in ten per cent, 
on all the coin of the kingdom, and that profit would 

* " Everybody says that Mr. Law did not advise the decree of May 21, and 
that it was proposed by M. d'Argenson, Keeper of the Seals, M. Le Blanc, 
Secretary of State, and Abbe Dubois, also Secretary, only to overthrow him." 
Journal Historigue ei Anecdotique du Begne de Louis XV., par E. J. F. Barbier, 
Avocat du Parlement de Paris, Paris, 1847, p. 11. 

t Daire, p. 615. 
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be renewed during the nine years of the grant as often 
as it might be expedient to have a recoinage. The trade 
in shares he justified, as it kept them at their just value. 
The increase in value he denominated newly created 
funds, and said it was necessary to create currency to 
meet it. The exchange of bank-notes being made indif- 
ferently for coin or shares, they were secured by a fund 
having certain value, whether shares or coin. The notes, 
he said, being exempt from diminutions, ought to be pre- 
ferred to coin. In May, through the same channel,* he 
sought to encourage the rentiers. In the course of his 
letter, he asserted that the credit of a note was only 
doubtful and its circulation limited, because its accept- 
ance was free. If circulation were compulsory, there 
might be such a thing as the issue of a note which 
would never return for redemption. Coined money, he 
said, was, like paper money, a mere representative of 
value. From these and many other similar expressions 
scattered through his works, his responsibility for doc- 
trines whose enforcement would legitimately lead to 
such arbitrary methods as those contained in the de- 
crees of March 6, 11, and May 21, cannot be denied. 

The decree of the 21st of May was so destructive of 
public confidence that it was revoked on the 27th, but its 
revocation could not restore confidence. The system was 
dead. The flounderings of the regent from that time until 
the second Visa are interesting, because they were based 
upon the curious notions which then prevailed about 
money, and are worthy of careful study, but they have 
little to do with the system. Law himself, although not 
at once discarded &om favor, left France in December, 
1720, carrying with him, of all the vast sums of which 
he was at one time master, only 800 livres. The study 
of the history of the system reveals Law to us as a man 
of genius, whose wonderful insight enabled him to fathom 
the marvellous power of credit. He founded a bank 

* Daire, p. 624. 
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which was in many respects the prototype of our na- 
tional banks. He familiarized the French with methods 
of dealings in futures and on margins which are used 
in speculation to-day. He exhibited inconsistencies in 
theory and practice, many of which are traceable to 
his incapacity to recognize the difference between confi- 
dence and obedience. He overestimated the power of 
despotic authority, and underrated the influence in an 
absolute monarchy of public opinion in money matters. 
The French were like children in such affairs, and he did 
not realize how completely the control of children may 
be lost in a panic. Some of his acts, which were opposed 
to theories previously maintained by him, were plainly 
founded upon his belief that the arbitrary power of the 
regent could override theories. His faith in the power 
of decrees of council lost him the contest with the real- 
izers. He was apparently responsible for the various 
edicts and decrees which were issued from the time of 
the adoption of his system up to and including that 
of May 21, with the exception perhaps of the decree 
of April 22, 1719. He retained boundless confidence in 
himself to the last. His admirers worshipped him, and 
even his enemies admitted that his intentions were good. 
The agioteurs, chased from the Kue Quincampoix, still 
uttered their pasquinades. In one of them, the story 
of the system from its birth to its death was jestingly 
told : — 

My shares which on Monday I bought 
Were worth millions on Tuesday, I thought. 
So on Wednesday I chose my abode ; 
In my carriage on Thursday I rode ; 
To the ball-room on Friday I went ; 
To the work-house next day I was sent. 

Akdeew MgFarland Davis. 



